Appendix one — Responses from
councils and the Department of Planning,
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Blacktown
CityCouncil

File no: C19/40267

20 April 2020

Ms Margaret Crawford
Auditor-General of NSW
GPO Box 12

SYDNEY NSW 2000

Dear Ms Crawford,

Performance Audit — Governance and internal control over local
infrastructure contributions

Thank you for the opportunity to respond to this audit for incorporation into the final tabled
report for parliament.

Blacktown City is the largest council in NSW and also has arguably the largest developer
contributions system. As we are continuously refining our systems of governance and
internal controls across all areas of Council, we welcomed this audit.

We support the approach taken to write a local government sector report. By identifying
common gaps with the 4 audited councils and providing recommendations, other councils
will be able to assess and determine if there are gaps in their own internal controls and
governance over developer contributions and other restricted funds.

We were however, disappointed that the objective and scope of the audit, as stated in the
Audit Plan, did not or could not, question the merits of NSW Government policy
objectives. Our strong view is that this was an opportunity to examine and address a
number of serious deficiencies in NSW Government policy objectives surrounding
developer contributions.

Our particular concern is the provision of essential local infrastructure to communities, not
only in Blacktown City, but across NSW.

Unfunded community facility buildings

Blacktown City has since 2011, advocated strongly to all levels of the NSW Government
that community facility buildings are vital to the health and well-being of new communities.

The government’s decision to not list community facility buildings on the Government'’s
‘Essential Works List (EVWL)’ for contributions plans assessed by IPART, will see an
incoming population of more than 150,000 people in Blacktown City alone, have no
libraries, no swimming pools, no youth centres and no community meeting spaces.

Connect - Create - Celebrate
Council Chambers - 62 Flushcombe Road - Blacktown NSW 2148
Telephone: 02 9839 6000 - DX 8117 Blacktown
Email: council@blacktown.nsw.gov.au - Website: www.blacktown.nsw.gov.au
All correspondence to: The Chief Executive Officer - PO Box 63 - Blacktown NSW 2148
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The funding required for these facilities, at a standard which was permitted by the
Government up until 2011, (i.e. not gold plated), is conservatively estimated at $390M
(delivery 2026).

Local Infrastructure Growth Scheme

The Local Infrastructure Growth Scheme (LIGS) has evolved from the previous Priority
Infrastructure and the Housing Acceleration funds.

LIGS subsidises Section 7.11 contributions imposed on development consents which
exceed the Section 7.11 caps placed on development (at $30,000 per lot/dwelling for
greenfield development and ($20,000 per lot/dwelling for infill development). This funding
is conditional subject to IPART assessment.

LIGS was announced by the NSW Government as an interim measure, but it was later
advised that the fund would continue pending the outcome of the 2012/2013 green and
white paper review: ‘A New Planning System for NSW'. This review was discontinued.

To enable a predictable cash flow, Council, in discussions with the Department of
Planning, Industry and Environment over several years, has unsuccessfully sought regular
quarterly funding rounds.

Blacktown City supported the phasing out the S7.11 cap, as it gave developers greater
certainty when estimating feasibility for development projects. However, we requested that
the NSW Government confirm that LIGS funding be made available to Blacktown and
relevant councils for Development Applications approved in LIGS transition areas up to 1
July 2020. This request has not been confirmed.

IPART / Department of Planning, Industry and Environment assessment time for
contributions plans

One of the Auditor-General's key findings was that 3 of the 4 audited councils did not
review their contributions plans within suggested timeframes. The process set-up by the
NSW Government to review and assess ‘IPART assessed contributions plans’ takes more
than 2 years. This means that the new revised contributions rates, even if approved by
IPART, are 2 years out of date before they can be levied legally. The NSW Government
should review this process to minimise the revenue loss to councils.

Auditor-General report recommendations for Blacktown City Council

1. Regularly report to senior management on the projected financial status of
contributions plans

Council’s Strategic Section 7.11 Committee identified the need for a financial forecasting
model well before this audit. We appreciate that the audit identified work that we are
currently undertaking to model the long-term projected financial status of our Section 7.11
contributions plans.

We are well advanced in developing this model and plan to ‘go live’ by 31 July 2020. The
model will provide current and forecasted financial scenarios for our North West Growth
Areas contributions plans. The information will assist us in identifying potential long-term
shortfalls in Section 7.11 revenue, so that mitigation measures can be put in place.
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2. Update council's works-in-kind policy to address probity risks during
negotiations with developers

We will update our Works-in-Kind Agreements (WIKA) policy to make clear how probity is
addressed when dealing with developers. We note that this is already addressed in our

VPA policy.
3. Mitigate risks associated with lack of independence in valuations of works-in-
kind

To be clear, our officers do not ‘negotiate’ the value of works. Our WIKA policy states that
developers are entitled to the full value stated in a contributions plan if they complete the
full work.

If a developer applies to construct part of a Section 7.11 work, they are required to provide
detailed cost estimates. These estimates are assessed by our asset and construction
section against industry rates, before being reported to our Section 7.11 Finance
Committee. The committee then either, accepts or rejects the developer’s estimate based
on the assessment.

Notwithstanding, we will review our process to ensure there are better controls to ensure
the valuation is as independent as possible.

4, Improve public reporting about expenditure of cash collected under VPAs

We note the Auditor-General’'s comments that there is no guidance in the Department of
Planning, Industry and Environment’s Practice Note about transparency over where and
when cash contributions from VPAs have actually been spent. We also note that all of the
4 councils audited include the intended use of contribution, in their VPAs.

We agree that there is merit in councils providing greater transparency over public
benefits delivered through VPAs, to give communities (and developers) greater
confidence in VPAs as a planning tool.

We will examine ways to implement this recommendation.
5. Improve management oversight of credit arrangements with developers

Blacktown City Council has successfully managed a number of ‘credit bank’ arrangements
with developers, particularly for large subdivision developments. The arrangements
provide flexibility for both parties and work very efficiently. The terms of the arrangements
are somewhat detailed in the respective VPA. However, administration, governance and
controls are not always addressed. ‘

We intend to develop a suite of controls and administration measures to address the
oversight, independence and transparency of these arrangements.

6. Update procedures for managing LICs

We maintain a Section 7.11 procedures manual on our intranet site that sets out
procedures for dealing with local infrastructure contributions. We agree with the findings
that some aspects of the manual are outdated and need to be amended.

We will address this matter as recommended.

Blacktown Page 3 of 4

. City Council

NSW Auditor-General's Report to Parliament | Governance and internal controls over local infrastructure contributions | Appendix one — Responses from councils and the
Department of Planning, Industry and Environment



38

7. Implement security measures over critical or personal information and spread
sheets,

The audit found that we distribute via internal email, sensitive personal information
regarding applications for land acquisition under the hardship provisions of the Land
Acquisition (Just Terms Compensation) Act 1991. The audit also found that we retain this
information in our records data management system. These details are emailed to
committee members of our Section 7.11 Finance Committee as part of the agenda papers
for each meeting.

We have ceased emailing this information to our committee and will ensure that security
measures are implemented with our electronic data management system to address this
recommendation.

If you would like to discuss this matter further, please contact our Manager Developer
Contributions, Dennis Bagnall on 9839 6461,

Yours sincerely,

——_—'—-\

Kerry Robinson, OAM R
Chief Executive Officer
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Central

Coast
Council

29 April 2020

Ms Margaret Crawford
Auditor-General for NSW
GPO Box 12

SYDNEY NSW 2001

Dear Ms Crawford

Performance Audit — Governance and internal controls over local infrastructure
contributions

Thank you for your letter of the 30 March 2020 and the final audit report which was
attached.

Central Coast Council welcomes the findings of the audit and recognises the benefits in
implementing the various recommendations.

As you are aware, Central Coast Council is a merged Council and has been working hard to
review and consolidate the existing Developer Contribution Plans of the two (2) former
Councils. This will also provide the local community and developers with confidence and a
level of transparency that the developer contributions are being appropriately managed in
terms of their collection and expenditure. In addition, the recommended transparency and
governance model is consistent with the Council actions in reviewing the contribution plans.

At present, Council's development contributions work program includes:

¢ A new 7.12 Central Coast Plan

e A review of the existing adopted Warnervale District Contributions Plan (Council's
major land release precinct underway)

¢ Review of existing 54 Contributions Plans

¢ The establishment and administration of a Central Coast Developer Contributions
Committee

¢ Development of a new Works-In-Kind Policy

Council staff have begun to implement the recommendations; however, | would like to
provide some comment in relation to the recommendations as they appeared in the final
audit report as follows:
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Auditor General for NSW

By June 2020

1 obtain independent validation of the adjustment made to the restricted asset
accounts and general fund to repay LICs spent on administration, and adjustments
made to each infrastructure category within the contributions plans

Accept recommendation
Comment

As the financial audit addressed the overall amount of the adjustment but did not
include a review of adjustments made for each infrastructure category (purpose)
Council will engage an external consultant for an independent validation of the
adjustments made to restricted assets to reimburse the contribution plans for the
amounts previously charged for administration fees and investment losses
including lost interest income by purpose within the contributions plans.

2 publish current contributions plans from the former Gosford City Council on the
Central Coast website

Accept Recommendation
Comment

The current contributions plans of the former Gosford City Council have been on
Council's website since the merger of the former Councils’ websites into Central
Coast Council's website.

Council's website was established with a system which provides information
hased upon the postcode of the user. This was to reduce confusion in the
community as to the relevant planning instruments, strategies and policies that
were applicable to their land until such time as all documents could be
consolidated for the entire Central Coast.
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Auditor General for NSW

The web page for contributions plans and associated contributions information
has also been sorted according to Postcode to reflect the former Council areas for
ease of use for the community. To access the contributions plans for the former
Gosford City Council, the web page prompts the user for a postcode and when
that is selected for the former Gosford Council area, the contribution plans
appear.

The following link provides access to the former Gosford City Council
Contributions Plans:

https://www.centralcoast.nsw.gov.au/plan-and-build/planning-controls-and-
quidelines/development-contributions

When the postcode prompt appears, please enter 2250 for the former Gosford
LGA contribution plans.

It is acknowledged that this approach can be confusing and Council staff are
working with our website provider to change the layout and provide all the
contributions plans in the same web page to provide an improved customer
outcome.

Section 64 Contributions Plans are also currently available on Council's website at
the following link

https://www.centralcoast.nsw.gov.au/plan-and-build/plumbing-and-
sewage/water-and-sewer-development)

By December 2020

3 regularly report to senior management on the projected financial status of
contributions plans

Accept Recommendation
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Auditor General for NSW

Comment

It is acknowledged that there should be regular reporting of the financial status of
each of the contributions plan to senior management on a regular basis to
determine whether the financial assumptions of the contributions plan are being
achieved.

All new contributions plans to be adopted by Council are required to have a
financial impact statement to address the extent of the financial impact on the
Council. This has been undertaken in respect of Council's new draft contributions
plans that have been prepared i.e. Section 7.12 Contributions Plan and the
Warnervale District Contributions Plan.

The draft Section 7.12 Contributions Plan will cover the entire Local Government
Area and is scheduled for consideration for adoption by Council at its Ordinary
meeting of 27 April 2020.

Council has, in conjunction with consultants, reviewed the Warnervale District
Contributions Plan and it is expected to be considered by Council by early June
2020 to enable exhibition of the draft contributions plan.

The review of the existing contributions plans has commenced which requires a
significant amount of work to be undertaken in respect of the existing
contributions plans of the former Wyong Council to enable reporting to senior
management of the projected financial status of a number of the existing
contributions plans. This work may not be able to be completed by the December
2020 deadline, given the high volume of work required to be undertaken in
reviewing the existing contributions plans, as well as preparing a new Local
Government Wide Section 7.11 Contributions Plan and responding to the
developers and the community in respect of the ongoing operational work
required in administering the contributions plans.

As such, Council would request an extension of time to the December 2020
deadline in which to undertake regular reporting of the existing contributions
plans of the former Wyong Shire Council to December 2021.
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Auditor General for NSW

Regular reporting on all other existing contributions plans can be achieved by the
December 2020 deadline.

4 increase transparency of information available to the public about LIC works
planned and underway, including intended use of contributions collected under
VPAs

Accept Recommendation
Comment

Council provides details of its planned expenditure of Local Infrastructure
Contributions in its Operational Plan, which includes the Capital Works Program.
The Capital Works Program does acknowledge the different source/s of funding
for projects to be undertaken.

Information has been included in the monthly capital status reports on funding
sources at a high level.

Council has included information on LICs since the Q2 Budget Review Report
(December 2019).

It is acknowledged that this could be more specific and could reference the
individual contributions plans or Developer Servicing Plans, as well as including
details of the use of contributions collected under VPAs.

In addition, projects that are identified in Councils contribution plan are to be
included in the adopted 4 and 10 year Delivery Plans. This will enable greater
transparency in the ability to identify and monitor the progress of capital projects
in line with the implementation of the relevant contribution plans.

5 consolidate existing plans, ensuring the new contributions plans includes a reqular
review cycle

Accept Recommendation
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Auditor General for NSW

Comment

Council has been undertaking a staged review, including the preparation and
exhibition of a draft Section 7.12 Contributions Plan which will cover the entire
Local Government Area and is scheduled for consideration for adoption by
Council at its Ordinary meeting of 27 April.

Council has, in conjunction with consultants, reviewed the Warnervale District
Contributions Plan and it is expected to be considered by Council by early June
2020 to enable exhibition of the draft contributions plan.

The review of the existing contributions plans has commenced which requires a
significant amount of work to be undertaken both in house and in the
engagement of external consultants in preparation of Local Government Area
wide supporting studies to provide justification for works to be included in the
new contributions plan. These studies include social infrastructure assessment to
provide minimum planning standards for open space and community facilities as
well as a traffic model that will identify the priority roads and traffic works needed
to support growth, including apportionment of costs between different
development areas and land uses.

The studies will identify the gaps in the provision of open space, community
facilities and traffic due to future population increases and would require at least
six months to be undertaken. The traffic model is anticipated to identify
significant gaps with traffic counts necessary and assessment of the data
collected and already held by Council. Traffic modelling is based on normal
everyday traffic movements and is to be undertaken over a six-month period to
enable the collection of accurate data.

Given the current public heath orders in relation to COVID 19 and the uncertainty
of when social distancing requirements will be completely liftad, any traffic
modelling undertaken would not be representative of normal traffic movements.
As such, Council would request an extension of time to the December 2020
deadline in which to complete the comprehensive Local Government Area wide
contributions plan to December 2021.
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Auditor General for NSW

Section 64 Developer Contribution Plans for both former Councils (Wyong and
Gosford) were consolidated in 2014 in preparation for a proposed independent
Water Authority. In 2019, further reviews were completed to remove the Gosford
CBD DSP due to grant funding. IPART sets the ongoing Water and Sewer review
cycles in their periodic determinations on Developer Charges.

6 develop a formal charter for the developer contributions committee and increase
the seniority of membership

Accept Recommendation

Comment

A revised charter / Terms of Reference is to be listed for discussion at the next
Developer Contributions Committee, including the membership of the committee

to incorporate Senior Management representatives.

7 complete and adopt council’s works-in-kind policy currently under development,
ensuring it addresses probity risks during negotiations with developers

Accept Recommendation

Comment

Council will include probity provisions into the draft Works-in-Kind Policy to
address these concerns. It is anticipated the adoption of the policy will meet the

determined deadline.

8 mitigate risks associated with lack of independence in valuations of works-in-kind
and dedicated land

Accept Recommendation
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Auditor General for NSW
Comment

Advice will be sought within Council on the approach to either ensure that risks
are appropriately mitigated, or external independent experts are engaged.

9 improve public reporting about the expenditure of cash collected under VPAs
Accept Recommendation
Comment
Council has included information on LICs in operational plan reporting since the
Q2 Budget Review Report (December 2019). Additional information will be
reported on VPAs in future Quarterly Budget Review Reports which are presented
to Council within 2 months post quarter end in accordance with Local
Government (General) Regulation 2005.

10 improve management oversight of credit arrangements with developers
Accept Recommendation

Comment

This matter will be discussed at Council’s Developer Contributions Committee as
options will be presented based on advice sought from key internal staff.

Council is currently reviewing all policies in respect to LICs and Works-In-Kind
agreements and will incorporate improved management of these matters.

Council will also undertake a review of Council Officer delegations in respect to
approval of LICs, Works-In-Kind and other matters relating to approvals of LIC

matters.

11 implement security measures to ensure the integrity of key spreadsheets used to
manage LiCs

Accept Recommendation
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Auditor General for NSW
Comment
Internal stakeholder advice has been sought to ensure that procedures are to be
implemented to maintain and manage the integrity of LICs organisational

documentation. Once determined, these will be implemented accordingly.

12 align policies and procedures relating to LICs across the amalgamated council
including developing policies and procedure for the management of s64 LICs

Accept Recommendation
Comment
Policies and procedures relating to LICs are being reviewed which will result in
new policies and procedure being adopted for Council.
13 update council’s VPA policy to address increased or indexed bank guarantees to
accommodate cost increases.
Accept Recommendation
Comment
Council is currently reviewing its Voluntary Planning Agreement Policies to

provide for a single policy which will include provisions addressing increased or
indexed bank guarantees to accommodate cost increases.
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Auditor General for NSW

Council appreciates the opportunity to provide feedback on the final Performance Audit
Report - Governance and Internal Controls over Local Infrastructure Contributions.
Should you wish to discuss this matter further please do not hesitate to contact me on

4350 1662.

Yours faithfully

Gary Murphy
CHIEF EXECUTIVE OFFICER
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Gt ol By +61 2 9265 9333
BITY nF SYBNEY @ Town Hatl House councll@cityofsydney.nsw.gov.au

458 Kent Strest GPC Box 1591 Sydney NSW 2001
Sydney NSW 2000 cityofsydney.nsw.gov.au

23 April 2020

Qur Ref:  2020/159907
File No:  2020/159907

Ms Margaret Crawford

NSW Auditor General

Audit Office of New Scuth Wales,
GPC Box 12

Sydney NSW 2001

Dear Ms Crawford,

I write in response to your letter of 1 April 2020, regarding the recent performance audit
of Local Infrastructure Contributions (LIC), to provide the City’s response to the final report
and recommendations as they pertain to the City of Sydney.

The report reflects the City of Sydney’'s efforts to manage development contributions
within a complex development environment, across the Sydney CBD and inner suburbs,
and acknowledges the effectiveness of our governance and internal controls. It notes that
while the City holds a total of $71.0 million in unspent developer contributions, $47.7
million (or 67%) is held pending the availability of suitable vacant land for open space.

| was encouraged that the report recognises the City's strong governance structure with
an effective Executive Steering Committee, where senior officers across council make
decisions about spending contributions, reviewing plans and negotiating VPAs. Developer
contributions are spent as intended, senior management and staff are knowledgeable
about the plans and the regulatory environment, and our policies and procedures are all
current. The City also demonstrates good financial controls including the independent
valuation of work and land developers offered in lieu of monetary contributions, and Deeds
of Agreement that provide adequate security to mitigate the risk of rising works-in-kind
costs.

The four recommendations for the City of Sydney and our responses are provided below,

Recommendation 1. Regularly report to senior management on the projected
financial status of contributions plans

In accordance with the Local Government Act, and the Integrated Planning & Reporting
requirements, the City publicly exhibits its annual budgets and ten year long term financial
plan each year. These documents inform the community of our short, medium and long
term operational and capital expenditure plans, and how they will be funded.

Within these plans, the City's annual and long term capital works program is developed
with consideration for a number of factors including community need, asset management
pricrities, risks and opportunities, other stakeholder projects, and the development cycle.
The current ten year program totals $1.7 billion, funded from the City's operational and
accumulated surpluses, including residual developer contributions that are held over as
restricted funds while the facilities and works are being delivered.
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The City budgets, forecasts and repotrts against all major income and expenditure sources
on a monthly basis through its Executive, including developer contributions. Quarterly
public reviews are provided to the Council, to ensure they have a thorough understanding
of any major financial risks to its plans and operations, and these reviews are also
presented to the City's Audit Risk and Compliance Committee.

There are significant challenges to accurately projecting income from developer
contributions plans over a short timeframe. General development sector trends are
monitored through Development Application lodgements and approvals, to provide a
guide to significant changes in the development cycle. The City tracks major
developments and publishes a vyearly audit of the developments approved, under
construction and completed, however this assessment shows developers consistently
hold many more approvals in the pipeline than what they actually construct. Projections
as to which developments will actually commence construction at a time would be highly
speculative, as individual decisions are made by developers for a range of reasons.

Strategic land use planning processes recognise the challenges of predicting
development, infrastructure needs and financial contributions over longer timeframes.
Contribution plans are therefore typically revised at five year intervals to provide high level
assurance over the broader development conditions, any changes to our infrastructure
requirements, and associated financial considerations. These periodic reviews provide an
opportunity for the community to reviewthat our plans align with their expectations, current
levels of growth and local infrastructure contributions.

The City adequately projects future contributions from its plans, at an aggregate level, to
enable informed decisions on our capital works program. We will however further
strengthen our internal reporting and understanding by ensuring that the Executive
Steering Committee - Developer Contributions and Planning Agreements, are informed
as to the projected financial status of our contributions plans throughout the year. This will
include a quarterly update on the income received, expenditure attributed and unspent
balance of each plan, along with any outstanding VPA contribution amounts.

Recommendation 2. Improve public reporting about expenditure of cash collected
under Voluntary Planning Agreements

The City publicly reports all contributions offered and accepted within individual Voluntary
Planning Agreements however accepts that it would be difficult for the general public to
review all Agreements to gain a collective understanding of the contribution benefits to the
community.

The City will investigate the optimal approach to improve public reporting of cash received
under Voluntary Planning Agreements, including an overview of projects committed and
delivered, within the City’'s Annual Report.

Recommendation 3. Periodically review the risk of unpaid LICs associated with
complying development certificates and assess whether additional controls are
required

The risk in relation to complying development certificates varies across our local
government area due to the difference in applicable planning controls between Central
Sydney and other parts of the City. The Central Sydney planning controls allow for a wider
range and higher value threshold of development under the complying development
certificates, than the outside central Sydney area. As a result the City has focussed on
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improving these intemal control processes particularly in the context of complying
development certificates issued in Central Sydney.

In the 12 months to April 2020, the City received over 250 complying development
certificates including multi-million dollar commercial office and retail premise fit outs. A
review of these 250 certificates, which are cumently subject to the Central Sydney s61
Contributions Plan, found just one unpaid contribution to a value of around $8,000.

It is acknowledged that as the City reviews its planning controls and development patterns
change, there will be a greater opportunity for development outside of Central Sydney to
oceur under the complying development certificate process. The City will therefore be
reviewing complying development certificates for works outside central Sydney, and will
continue to investigate the introduction of a more efficient and effective process, to ensure
all contributions are identified and paid for complying developments.

Recommendation 4. Implement security measures to ensure the integrity of key
spreadsheets used to manage LICs (and management oversight).

The financial position of the City's contributions plans are reported externally in the annual
financial statements, and will also be reported intemally to the Executive Steering
Committee - Developer Contributions and Planning Agreements on a quarterly basis to
ensure greater management oversight during the course of the year.

The City notes the detfailed background in Chapter 3 of the Report regarding the
effectiveness of the City’s existing security measures, and as such, the City does not
propose any additional security measures.

The City recognises that developer contributions are a significant source of funding for
essential infrastructure, to support sustainable growth within the Sydney local government
area, andto enable improved outcomes for the community. Thisis why we have continued
to improve and strengthen our governance and intemal controls over the planning,
charging, receipt, safeguard and utilisation of these contributions.

| appreciate that the performance audit, notwithstanding the minor improvement
recommendations above, has validated and recognised our efforts in this regard.

The implementation of the above recommendations will be incorporated into the City's
Intemal Audit program, with the findings of the audit reported to the senior management
and Audit Risk and Compliance Committee.

Thank you for the opportunity to respond.

Yours sincerely

P' . BW

Monica Barone
Chief Executive Officer
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Ref No.: 102651.2020
‘ ITY Contact: Kiersten Fishburn

Ph: 028711 7777

COU NCI L & Date: 24 April 2020

The Audit Office of New South Wales

Ms. Margaret Crawford

Auditor General

Level 19, Tower 2 Darling Park,

201 Sussex St,

SYDNEY NSW 2000

susan.loane@audit.nsw.gov.au, claudia.migotto @audit.nsw.gov.au

Dear Ms Crawford

Re: D2003686 Performance Audit — Governance and internal controls over local
infrastructure contributions

Thank you for the opportunity to provide a response to this report. Firstly, | would like to
acknowledge the Audit Office’s work and professionalism during all phases of the Performance
Audit. We always seek to continuously improve and therefore we welcome both the findings and
recommendations.

Developer contributions are a complex area and Council, particularly over the last two years,
has invested a lot of time and resources to improve processes, compliance and better manage
inherent risk. The significant inroads Council have made, have been well acknowledged in the
report.

Overall, we believe the report reflects accurately both the challenges the sector faces in
managing and collecting developer contributions and at a local level the improvement
opportunities identified for Liverpool City Council.

Council has considered the six recommendations, as outlined in appendix A, that relate to our
processes and provides the following comments and actions to address these. Council will
assign appropriate dates for implementing the actions outlined, which will be tracked and
monitored through to completion.

If you have any questions please do not hesitate to contact myself or George Hampouris, Acting
Director City Corporate, 8711 7776.

Yours sincerely

Kiersten Fishburn
Chief Executive Officer

Customer Service Centre Ground floor, 33 Moore Street, Liverpool NSW 2170
All correspondence to Locked Bag 7064 Liverpool BC NSW 1871

Call Centre 1300 36 2170 Email lcc@liverpool.nsw.gov.au

Web www.liverpool.nsw.gov.au NRS 133677 ABN 84 181 182471
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Appendix A:

Response to the recommendations in relation to the Performance Audit — Governance and
internal controls over local infrastructure contributions.

1. Regularly report to senior management on the projected financial status of
contributions plans
Council has a mature and embedded risk management process where key strategic risks are
reported to the senior management at least bi-annually. As a top 10 strategic risk, Council has
identified the risk that Council will not spend its S7.11 funds on a timely basis. As such, there
are a number of controls and processes already in place to manage this risk. This risk and
others are monitored and reported at multiple levels including to Council’'s Audit, Risk and
Improvement Committee (ARIC). In addition, management have a clear roadmap to address the
recommendations outlined in an Internal Audit report that was undertaken in 2018 relating to
developer contributions. Both the Executive and the ARIC are provided with a quarterly status of
management’s progress to implement these recommendations.

Notwithstanding this, there are opportunities to enhance the repotting of the financial status of
S$7.11 funds with the establishment of dashboard reporting. We are therefore proposing to
adjust both the governance and enhance the reporting of both quantitative data and trend
analysis. This is in relation to both S7.11 monies collected and rate of expenditure. The intention
is that this will be reported to Council’'s Contribution Committee on a quarterly basis with
detailed minutes being submitted to Council’s Executive Team.

Action:

a) There will be a staged approach to the deployment of reporting to senior management.
Initially, monthly updates on the income and expenditure across all plans will be provided to
all members of executive and the Contributions Committee.

b) Work will then continue on the establishment of a quarterly dashboard reporting of $7.11
monies collected and expenditure levels (at a contribution plan level) for the Contributions
Committee’s oversight and monitoring.

c) Detailed minutes of the Contributions Committee to be circulated to Council's Executive
Team thereafter.

2. Update council's policies and procedures to provide consistent guidance about how
works and land offered by developers should be valued

Council has acknowledged the comments from the report and notes that work has already

commenced on WIK procedures to ensure transparency of WIK applications.

It is proposed to create a specific application process within Council's enterprise application
management system to effectively manage WIK applications like a DA and Subdivision
Certificates. This would be achieved by creating workflows on key hold points in the processing
of WIKs to ensure each key step in a WIK application is monitored and a record of the progress
of such applications is easily accessible.

Action:

Continue to deploy WIK as an application type in Council’s enterprise system and develop
necessary workflows to support the operation of the system based on the adopted WIK policy.
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3. Update council's Works-in-Kind and Land Acquisition Policy to address probity risks
during negotiations with developers

With regards to the current practice of WIK’s, Council adheres to the current policies and legal

requirements to ensure that matters are handled ethically and morally in the public sector. In

saying this, there are opportunities to better align Council’s WIK policy with the conflict of

interest and land use planning and development assessment provisions in Council's Code of

Conduct and design the policy to mitigate other probity risks associated with these activities.

Action:

Council’s Legal Department be engaged to review the WIK and Land Acquisition Policy to
address probity risks during negotiations with developers.

4. Improve public reporting about expenditure of cash collected under VPAs

Liverpool City Council currently details a significant amount of information regarding VPAs on its
website, including a VPA register and a map-based search. As identified in the Audit Report,
Council is well positioned when it comes to publishing information on VPAs. Notwithstanding,
there is a opportunity to improve the publicly available information to include a more detailed
breakdown of cash contributions and how they are spent. This addition will align directly with
Council’s desire for more open govermnance.

Action:

Council will expand its current VPA register to include additional details relating to cash
payments as a part of the VPA process. This will include payments identified within the VPA and
alsc payments required as a part of the dispute settlement process. The VPA register will be
updated, at a minimum, to include:

¢ Value of cash contribution/s (eg: Schedule 3 Item 1: $350,000)
e Purpose of payment (short description of what the contribution is going to be used for)
e Status of payment (eg: outstanding/received/expended)

5. Mitigate risks associated with lack of independence in valuations of works-in-kind and
dedicated land
Council has mitigated the risk associated with the lack of independence in valuations of WIK by
ensuring that all valuations of proposed works have been cross referenced/checked with rates
published by IPART. These rates have been used as the base rates on all Contribution Plans
that have been adopted by Council. The rates adopted have gone through a stringent process
by ensuring that they are equivalent to the current market rates. Other than increases in CPI,
Council typically adheres to the rates provided in the Contribution Plan.

In addition, Council’s current practice requires the developer to provide three quotations in
accordance with Section 55 of the Local Government Act 1993 and Council's tendering policy
for works in excess of $150,000. This is requested to ensure the developer has ensured that
they have followed a similar process that Council would have undertaken if it was to undertake
these works.

With regards to Land Valuations — Land Under Road is calculated as per the rates in the
Contribution Plan and adjusted to the current Land Value Index (LVI). Other land identified in
the plan for Open Space or Drainage are referred to Council's Property Section for assessment
and an offer is made to developer based on the current market rate valuation. With the
exception of land under roads, independent valuers are engaged by Council to determine the
current market valuation of land proposed to be dedicated to Council.
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Action:

As the creation of a specific application process within Council’s enterprise application
management system is currently being undertaken, there will be automated steps to be followed
from lodgement to finalisation of a WK established. One of the processes will be to ensure all
valuations have been cross referenced with the IPART rates and relevant contributions plans.

6. Implement security measures over critical or private information.

Council will further its protection measures over sensitive information associated with hardship
applications, such as an applicant’s medical and financial details by further restricting its record
access.

In relation to security of critical information, Council currently uses a range of tools to ensure the
integrity of the contributions system. This includes network level solutions and password protected
files. It is acknowledged that there are risks associated with Council’s current system, which is
why Council have already commenced the process of reviewing our digital systems and
understanding the flow of information, data and finances throughout the contributions system.

As it stands, Council performs periodic reconciliations to maintain the integrity, accuracy and
completeness over the complex financial files that calculate, aggregate and track contributions.
Any exceptions are immediately investigated and resolved.

There is no system currently available, or as seen by Council staff or its partners, that can wholly
replace our existing system to better automate this process.

Council will continue its work on exploring the digital solutions to support the way contributions
should be conducted.

Action:

a) Implement a new system that at a minimum removes the reliance on MS Excel and
includes the ability to audit any changes to files.

b) That secure record containers with limited access be created and appropriately disposed of
for sensitive, private and commercial information as required.
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Ms Margaret Crawford
Auditor-General for NSW
GPO Box 12

SYDNEY NSW 2001
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Dear Ms C}aﬁford

Thank you for forwarding the Audit Office’s final report on the Performance Audit —
Governance and Internal Controls over local infrastructure contributions for a formal
response from the Department of Planning, Industry and Environment.

Fixing the uncertainty of developer contributions to boost investment was one of four
major planning reforms announced by the Premier in November last year. The report
includes valuable information to support the Department to improve the infrastructure
contributions system in New South Wales.

It is pleasing to see that for the four councils audited and the matters investigated,
the report finds there was reasonable compliance with relevant legislative and policy
requirements including the Environmental Planning and Assessment Act 1979,
Environmental Planning and Assessment Regulation and Ministerial Directions and
other relevant legislation.

The report also indicates scope to improve certain aspects of the system including
administration by councils and transparency and accountability requirements for
receipt and expenditure of contributions. This is in line with recommendations made
in recent Government reviews including the Kaldas report (Review of Governance in
the NSW Planning System (December 2018)).

On 15 April 2020 the Minister for Planning and Public Spaces released a package of
proposed improvements to the contributions system for public comment and is
available on our website at planning.nsw.gov.au/News/2020/Pathway-forward-for-
contributions-reform.

These address some of the Report’s findings including strengthening reporting by
councils on how infrastructure contributions are spent and making it easier for councils
to review contributions plans.

The Minister also announced a wider review of the contributions system by the
Productivity Commissioner to see if it meets the objectives of certainty and efficiency,
while delivering public infrastructure to support development.

The Report will inform the review of the system and the Department will use the
Report in working with councils to address the issues raised in the audit.
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If you have any more questions, please contact Kate Speare, Director Infrastructure
Funding and Public Space Policy, at the Department of Planning, Industry and
Environment on 9274 6230.

Yours sincerely

I Bein
Jim Betts
Secretary
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